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THE  STATE  OF  POST-ACQUISITION  PERFORMANCE 
LITERATURE:  WHERE  TO  FROM  HERE? 

The  performance  of  firms  after  an  acquisition  is  a  central  question  for  strategic 
management  and  is  clearly  of  interest  to  managers  considering  an  acquisition. 

A  growing  body  of  research  has  considered  the  question  of  post-acquisition 
performance;  however,  as  a  whole  existing  research  in  this  area  is  largely 
atheoretical  and  the  findings  are  equivocal.  Organizational  renewal  is 
suggested  as  a  potential  theoretical  lens,  and  a  review  of  existing  research 
identifies  challenges  and  opportunities  for  future  research  on  identifying 
factors  driving  post-acquisition  performance. 

By  any  measure  acquisitions  represent  a  major  force  in  the  modem  economy.  The  number  of 
acquisitions  in  America  increased  600  percent  between  the  1970’s  and  the  1980’s  (Goodman 
and  Lawless,  1994:  258),  and  the  number  of  deals  worldwide  set  a  new  record  every  year 
between  1994  and  2000,  with  over  35,000  transactions  in  2000  (Wall  Street  Journal,  2001). 
Additionally,  the  value  of  acquisition  activity  in  the  United  States  exceeded  $2.6  trillion,  in 
1992  dollars,  between  1976  and  1990  (Jensen,  1993),  and  hit  a  record  $1,636  trillion  in  the 
first  ten  months  of  2000,  besting  the  previous  full  year  record  set  in  1998  (Wall  Street 
Journal,  2000).  Despite  the  widespread  use  of  acquisitions  by  firms  research  suggests  most 
acquisitions  do  not  improve  firm  performance  (e.g.,  Datta,  et  ah,  1992;  Ravenscraft  and 
Scherer,  1987),  and  one-third  to  one-half  of  acquired  firms  are  later  divested  (Lubatkin  and 
Lane,  1996;  Ravenscraft  and  Scherer,  1987).  The  risk  an  acquisition  represents  for  firms  goes 
beyond  later  divestiture  to  also  include  financial  losses,  stock  devaluation,  damage  to  firm  and 
manager  reputations,  and  dismissal  of  managers  (e.g.,  Donaldson,  1990;  Kaplan  and 
Weisbach,  1992;  Montgomery,  etal,  1984). 

The  disconnect  between  high  acquisition  activity  in  the  face  of  evidence  that  a 
significant  number  of  acquisitions  fail  implies  that  existing  literature  does  not  provide  clear 
guidance  for  managers.  Indeed,  there  is  no  theoretical  framework  that  explains  the 
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relationship  between  the  antecedents  of  acquisition  on  firm  performance  (Hitt,  et  al,  1998; 
Hoskisson,  et  al,  1993;  Sirower,  1997).  The  goal  of  the  current  paper  is  to  build  a  common 
base  for  future  research  on  post-acquisition  performance  by  suggesting  a  theoretical  lens,  and 
reviewing  existing  literature  on  post-acquisition  performance. 

Corporate  entrepreneurship  or  how  existing  firms  pursue  organizational  renewal  may 
offer  insight  into  why  firms  pursue  acquisitions.  Corporate  entrepreneurship  can  be  viewed  as 
combining  resources  either  internal  or  external  to  the  firm  (Burgelman,  1983).  Internal 
corporate  entrepreneurship  involves  combining  existing  firm  resources  in  new  ways,  and  is 
normally  associated  with  venturing.  The  majority  of  corporate  literature  focuses  on 
venturing;  however,  corporate  entrepreneurship  as  practiced  by  firms  goes  further.  External 
corporate  entrepreneurship  involves  integrating  resources  in  the  external  environment  with  a 
firm’s  internal  resources.  Although  external  entrepreneurship  can  include  alliances, 
acquisitions  are  normally  viewed  as  the  primary  option  (Olson,  1990).  Both  internal 
development  and  external  acquisition  involve  recombining  firm  resources — implying  that 
firm  resources  are  often  underutilized.  Indeed,  profit-seeking  firms  with  excess  resources  can 
diversify  into  other  markets  either  through  internal  development  or  external  acquisition  as  a 
strategy  to  more  efficiently  employ  firm  resources  (Teece,  1982).  However,  neither  internal 
nor  external  corporate  entrepreneurship  has  high  success  rates  (Stringer,  2000;  Kambil,  2000), 
and  the  development  of  internal  resources  is  better  understood  (Ahuja  and  Katila,  2001). 

Research  needs  to  move  beyond  whether  acquisitions  on  average  have  a  positive  or 
negative  effect  to  identify  factors  that  lead  to  increased  or  decreased  acquisition  success 
(Gerpott,  1995).  A  resource  synergy  view  of  acquisitions  is  consistent  with  organizational 
renewal  in  that  Brown  and  Eisenhardt  (1998)  identify  the  most  successful  approach  to 
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organizational  renewal  involves  recombining  the  best  of  existing  resources  with  something 
new.  Further,  the  integration  of  another  firm  with  resources  needed  to  create  competitive 
advantage  is  consistent  with  the  resource-based  view  of  the  firm  (Wemerfelt,  1984).  This 
paper  summarizes  current  progress  in  identifying  factors  leading  to  acquisition  success. 

The  current  section  of  the  paper  has  introduced  the  research  focus.  The  next  section 
uses  the  resource-based  view  as  a  theoretical  framework  for  studying  acquisitions.  This  is 
followed  by  a  summary  of  existing  research  on  post-acquisition  performance  and  observed 
limitations  in  existing  research.  The  paper  then  summarizes  suggestions  for  future  research 
before  concluding. 

THEORY 

Although  existing  theory  has  been  inadequate  for  explaining  post-acquisition  performance, 
the  key  to  success  appears  to  be  the  ability  to  identify  complementary  resources  that  allow  the 
creation  of  synergy,  which  supports  the  resource-based  view  of  the  firm  (Hitt,  et  al,  1998). 
The  resource-based  view  (RBV)  of  the  firm  offers  a  framework  for  explaining  how  firms 
achieve  and  sustain  competitive  advantage  by  building  internal  resources  to  take  advantage  of 
environmental  opportunities  (Barney,  1991;  Mahoney  and  Pandian,  1992;  Peteraf,  1993; 
Wemerfelt,  1984).  The  RBV  operates  on  the  assumption  that  firms  are  comprised  of  unique 
resource  bundles  that  exhibit  variation  over  time  (Barney,  1991;  Wemerfelt,  1984).  A  main 
contribution  of  RBV  is  identifying  that  differences  in  firm  profits  result  form  heterogeneity  in 
firm  resources,  and  that  firms  possessing  valuable,  rare,  inimitable,  and  non-substitutable 
resources  can  earn  above  average  profits  (Barney,  1991).  An  important  implication  of  the 
RBV  is  that  firms  can  accumulate  or  build  resources  that  will  be  the  source  of  above  average 
performance.  Further,  resource  accumulation  and  employment  represent  an  area  that  firm 
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managers  can  directly  influence  as  they  pursue  improved  performance.  For  example,  Anand 
and  Singh  (2001)  suggest  that  better  firm  resources  are  combined  through  acquisitions. 

It  is  important  that  RBV  is  consistent  with  notion  of  synergy,  because  synergy  has 
been  the  dominant  rationale  used  to  explain  acquisition  activity  (Hoskisson  and  Hitt,  1990).  I 
define  synergy  as  increased  competitiveness  beyond  what  the  two  firms  could  accomplish 
independently  (Sirower,  1997).  The  most  common  justification  for  acquisitions  is  that  the 
acquired  firm  complements  the  position  of  the  acquiring  firm  in  a  way  where  an  agreement  is 
profitable  for  both  the  buyer  and  seller  (Lubatkin  and  Lane,  1996;  Penrose,  1959).  Framed  in 
this  light  acquisitions  can  be  viewed  as  an  attempt  by  firms  to  more  efficiently  use  internal 
resources  by  combining  them  with  external  resources.  In  situations  where  synergy  can  only 
be  created  from  integrating  operations  from  both  firms,  one  would  expect  that  both  firms 
would  have  more  equal  bargaining  power  (Chatterjee,  1986)  that  would  result  in  more  even 
distribution  of  the  expected  benefits  from  a  combination.  When  complementary  synergy 
between  two  firms  results  in  equal  bargaining  power,  the  impact  should  be  smaller  acquisition 
premiums.  This  is  important,  because  everything  else  equal  the  smaller  an  acquisition 
premium  the  more  likely  a  firm  will  experience  higher  post-acquisition  performance 
(Hayward  and  Hambrick,  1997;  Sirower,  1997). 

Managers  have  a  central  responsibility  for  evaluating  the  attractiveness  of  industries 
when  contemplating  diversification  to  formulate  strategies  that  take  into  account  both  their 
resources  and  the  environment  (Cooper,  1993).  It  is  unlikely  that  increased  economic  rents 
from  synergy  will  occur  without  an  identifiable  strategy  (Sirower,  1997).  There  are  several 
potential  strategies  that  firms  may  be  attempting  to  use  through  acquisitions,  including: 

•  Increase  the  likelihood  of  innovation  by  increasing  the  probability  of 
successful  resource  combinations  (Teece,  2000), 
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•  Leverage  internal  resources  by  recombining  them  with  resources  available 
externally  (Tidd  and  Trewhella,  1997), 

•  Faster  entry  into  a  market  than  internal  development  (Capron,  1 999), 

•  Lower  entry  costs  than  interned  development  (Roberts  and  Berry,  1985),  and/or 

•  Overcoming  entry  barriers  (Singh  and  Montgomery,  1 987),  or  other  market 
failures,  such  as  patents  (Williamson,  1975;  Teece,  1986). 

More  attention  needs  to  be  paid  to  the  strategies  behind  firm  acquisitions  and  the  resource- 

based  view  may  offer  the  theoretical  base  to  build  testable  hypotheses  surrounding  synergy. 

This  is  an  important  contribution,  because  there  is  no  theoretical  framework  that  currently 

explains  the  relationship  between  the  antecedents  of  acquisition  on  firm  performance 

(Hoskisson,  et  al,  1993;  Hitt,  et  al,  1998). 

However,  it  is  important  to  remember  that  synergy  is  elusive  (Ramanujam  and 
Varadarajan,  1989).  One  reason  synergy  is  elusive  is  that  collaborative  synergies  also  involve 
costs  requiring  increased  coordination,  including  political  infighting  (Brown  and  Eisenhardt, 
1998).  Further,  acquisitions  require  resource  commitments  that  affect  acquiring  firm 
performance  (Sirower,  1997).  For  example,  the  price  of  a  firm  is  important  for  at  least  two 
reasons.  First,  if  you  cannot  afford  the  price  demanded  by  a  target,  the  synergy  cannot  be 
achieved.  Second,  the  premium  paid  for  a  target  firm  will  impact  post-acquisition 
performance  (Sirower,  1997;  Hayward  and  Hambrick,  1997)  and  too  high  a  price  may 
outweigh  any  synergistic  benefits.  Additionally,  the  RBV  is  not  with  out  criticism.  The  RBV 
has  been  criticized  as  being  vague  in  outlining  how  resources  contribute  to  competitive 
advantage  and  as  lacking  empirical  testing  (Priem  and  Butler,  2001).  Further,  the  RBV  has 
been  criticized  as  less  relevant  in  dynamic  or  rapidly  changing  markets  where  value¬ 
generating  resources  often  exhibit  reduced  half  lives  (D’Aveni,  1994;  Eisenhardt  and  Martin, 
2000).  The  present  study  empirically  tests  a  model  derived  from  RBV  in  a  dynamic  context 
in  an  attempt  to  see  whether  criticism  of  RBV  is  justified. 
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LITERATURE  REVIEW 


This  section  of  the  paper  reviews  empirical  literature  that  examines  post-acquisition  firm 
performance.  There  is  a  long  history  of  acquisition  research  with  academic  research  studying 
mergers  and  acquisitions  since  at  least  1953  (McGowan,  1971)  and  any  claim  of 
comprehensively  reviewing  the  literature  would  be  foolish.  In  my  literature  review,  I  focus 
on  empirical  research  on  post-acquisition  firm  performance  with  an  emphasis  on  strategic 
management  literature  published  since  Jensen  and  Ruback’s  (1983)  review.  Empirical  studies 
were  identified  by:  1)  manual  search  of  article  titles  and  abstracts  of  Strategic  Management 
Journal  and  the  Academy  of  Management  Journal  issues  for  the  last  six  years,  and  2)  reading 
studies  that  were  referenced  by  multiple  studies  from  Step  1.  A  total  of  26  studies  were 
included  in  the  review,  and  they  are  summarized  in  Table  1 .  Though  not  comprehensive,  the 
studies  reviewed  are  expected  to  be  representative  of  existing  post-acquisition  performance 
research. 


Insert  Table  1  about  here 

There  are  several  conclusions  that  can  be  drawn  from  Table  1  about  literature  on  post¬ 
acquisition  performance,  including  the  impact  of  acquisitions  on  firm  performance,  diversity 
in  the  performance  measures  studied,  and  commonality  on  independent  variables. 

First,  research  conclusions  on  the  impact  of  acquisitions  on  acquiring  firm 
performance  are  equivocal.  However,  the  general  a  priori  bias  to  post-acquisition 
performance  literature  is  that  the  primary  aim  of  acquisitions  is  improving  firm  performance 
(Lubatkin,  1983).  Based  on  this  assumption,  the  conclusions  of  nineteen  of  the  26  studies  that 
made  blanket  conclusions  on  the  effectiveness  of  acquisitions  are  summarized  in  Table  2. 
Conclusions  are  essentially  evenly  distributed  between  either  an  acquisition  by  a  firm 


6 


increasing  performance,  or  having  no  or  a  negative  impact  on  firm  performance  regardless  of 
the  performance  measure  employed.  The  category  of  “other”  measures  largely  represents  a 
smaller  stream  of  research  using  alternative  measures  to  capture  the  impact  of  acquisitions  on 
firm  innovation  (e.g.,  Hitt,  et  al ,  1991 ;  Ahuja  and  Katila,  2001).  A  total  of  eight  studies  find 
acquisitions  increase  firm  performance  and  twelve  studies  find  either  no  impact  or  a  negative 
impact  on  performance.  A  Chi  square  difference  test  based  on  the  count  data  totals  (McClave 
and  Benson,  1994)  results  in  concluding  that  no  significant  differences  between  the  findings 
of  the  studies  exist  (p  =  .371).  Although  this  simple  test  does  not  accoimt  for  sample  or 
observed  effect  size,  it  is  a  striking  realization  that  if  you  randomly  look  at  the  results  of  two 
studies  you  are  as  likely  to  find  conflicting  conclusions  as  you  are  consistent  findings.  Truly, 
existing  post-acquisition  performance  research  results  are  equivocal. 

Insert  Table  2  about  here 

The  next  conclusion  from  the  review  is  that  there  are  multiple  measures  of  post¬ 
acquisition  performance,  although  most  studies  use  either  stock  market  and/or  accounting 
measures.  Again,  studies  using  other  measures  represent  a  smaller  stream  of  research  using 
alternative  measures  to  capture  the  impact  of  acquisitions  on  firm  innovation.  Unfortunately, 
neither  post-acquisition  performance  literature  nor  strategic  management  literature  in  general 
exhibits  consensus  on  what  constitutes  firm  performance  (Daily,  et  al,  in  press).  This 
observation  is  further  discussed  under  measuring  performance  in  the  limitations  of  existing 
research. 

Although  there  are  several  different  measures  of  firm  performance  and  there  is 
diversity  displayed  in  the  independent  variables  considered,  there  is  also  some  commonality. 

I  discuss  findings  for  the  most  common  variables  that  should  be  considered  in  future  research 
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(see  Table  3).  My  review  shows  the  impact  of  firm  diversification  on  subsequent 
performance  has  received  the  most  attention  of  researchers  with  some  measure  of 
diversification  considered  in  21  of  the  26  studies.  Although  no  relationship  between 
acquiring  a  related  versus  an  unrelated  firm  and  post-acquisition  performance  has  been  found 
(e.g.,  Fowler  and  Schmidt,  1989;  Lubatkin,  1987),  the  preponderance  of  literature  suggests 
acquiring  related  firms  leads  to  increased  post-acquisition  performance  (e.g.,  Kusewitt,  1985; 
Palich,  et  al,  2000;  Rumelt,  1974,  1982). 

Insert  Table  3  about  here 

The  second  most  common  independent  variable  involves  either  size  or  relative  size  of 
the  acquired  firm  with  fourteen  studies  considering  size  as  a  variable.  Acquisition  risk  may 
be  reduced  if  the  target  firm  is  large  enough  to  achieve  ‘critical  mass’  while  remaining  smaller 
than  the  acquiring  firm  (Kusewitt,  1985;  Sharma  and  Kesner,  1996),  due  to  decreased 
financial  strain  and  integrative  effort. 

Acquiring  firm  experience  and  target  firm  performance  tied  as  the  third  most  common 
variables  with  five  studies  considering  each  variable.  Prior  experience  with  acquisitions  can 
build  knowledge  about  how  to  perform  acquisitions  that  would  help  firms  avoid  problems  that 
would  hurt  performance  (Haspeslagh  and  Jemison,  1991;  Lubatkin,  1983).  Although  it  seems 
reasonable  that  would-be  acquirers  will  evaluate  the  attractiveness  of  a  target  firm’s  resources 
in  light  of  the  firm’s  performance,  consistent  guidance  on  the  expected  relationship  does  not 
exist.  For  example,  Vermeulen  and  Barkema  (2001 :  470)  argue  a  firm’s  long-term 
competitiveness  will  be  enhanced  through  learning  acquisitions,  and  that  “a  firm  will  learn 
more  by  acquiring  a  highly  profitable,  technology  rich  venture  than  by  taking  over  a  poorly 
performing  firm  that  happens  to  be  a  bargain.”  However,  target  firm’s  poor  financial 
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performance  is  also  thought  to  reflect  either  resource  mismanagement  or  the  absence  of 
complementary  resources  needed  to  create  competitive  advantage  (Temple,  et  a/.,  1981). 
Finally,  it  may  be  that  target  firm  profitability  has  no  impact  on  an  acquiring  firm’s  post¬ 
acquisition  performance  (Anand  and  Singh,  1997). 

The  friendliness  of  an  acquisition,  R&D  expenditures,  and  method  of  accounting  were 
considered  as  variables  in  four  studies.  When  considering  the  friendliness  of  an  acquisition, 
Kusewitt  (1985:  166)  simply  stated:  “unfriendly  takeovers  should  be  avoided.”  R&D 
expenditures  can  support  absorptive  capacity  in  acquiring  firms  (Cohen  and  Levinthal,  1989, 
1990),  or  technological  capability  in  target  firms.  For  example,  R&D  investments  may  act  as 
a  barrier  to  entry  through  firms  achieving  economies  of  scale,  and  the  accumulation  of  patents 
and  technology  capability  (Montgomery  and  Hariharan,  1991;  Sharma  and  Kesner,  1996). 

The  importance  of  including  the  method  of  accounting  for  an  acquisition  is  discussed  under 
measuring  performance  in  limitations  of  existing  research. 

LIMITATIONS  OF  EXISTING  RESEARCH 

There  are  two  primary  limitations  to  the  body  of  literature  studying  post-acquisition 
performance.  The  first  limitation  deals  with  sampling  issues  and  the  second  limitation 
involves  measurement  of  the  dependent  variable,  firm  performance.  Each  limitation  is 
addressed  separately  in  the  following  paragraphs. 

Sampling  Issues 

There  are  two  related  issues  involving  sampling  procedures  that  limit  the  ability  to  make 
conclusions  from  previous  studies  and  may  contribute  to  equivocal  results.  The  issues 
involve  generalizability,  or  the  degree  that  results  can  be  expected  to  be  consistent  across 
settings  and  time.  Two-thirds  of  the  reviewed  studies  either  relied  on  Federal  Trade 
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Commission  (FTC)  large  merger  series  or  on  samples  where  the  characteristics  of  sampled 
firms  are  largely  unknown,  or  not  reported.  The  ability  to  generalize  to  other  settings  is  the 
first  concern,  because  in  the  studies  using  the  FTC  data  or  samples  with  unknown 
characteristics  the  impact  of  industry  is  a  concern.  Existing  literature  suggests  that  industry 
characteristics  influence  the  performance  of  firms  (Porter,  1980, 1985;  Rumelt,  1991; 
Schmalensee,  1985).  However,  a  minority  of  the  studies  reviewed  controlled  for  industry  by 
limiting  the  sample,  use  of  industry  dummy  variables,  or  using  industry  adjusted  measures. 
Further,  diversification  research,  in  general,  is  limited  in  that  it  ignores  industry  effects 
(Hoskisson  and  Hitt,  1990).  In  other  words,  not  only  is  the  impact  of  an  acquisition  on  firm 
performance  imclear  industry  impacts  are  largely  unknown  and  may  help  explain  equivocal 
results. 

The  second  sampling  concern  involves  the  ability  to  generalize  across  time. 
Approximately  one-third  of  the  studies  reviewed  rely  to  some  extent  on  FTC  large  merger 
series  data  that  has  neither  been  collected  nor  updated  since  1979  (Finkelstein,  1997).  Heavy 
reliance  on  the  FTC  data  is  a  concern,  because  acquisition  activity  varies  with  time 
(Hoskisson  and  Hitt,  1990;  Lubatkin,  1983)  and  appears  to  be  correlated  with  business  cycles 
(Ramanujam  and  Varadarajan,  1989;  Lipin,  2001).  Still  most  of  the  reviewed  studies  using 
the  FTC  database  spanned  the  1970s,  a  time  frame  that  exhibited  both  expansions  and 
recessions  (Ramanujam  and  Varadarajan,  1989),  and  did  not  control  for  potential  business 
cycle  effects.  The  ability  to  generalize  study  findings  across  time  is  limited  by  the 
dependence  of  current  research  on  FTC  data  and  the  lack  of  controlling  for  business  cycles 
may  have  had  on  study  findings.  Indeed,  studying  the  generalizability  of  acquisition 
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performance  relationships  over  time  is  an  interesting  and  under  researched  issue  (Ramanujam 
and  Varadarajan,  1989). 

Measuring  Performance 

The  second  area  of  limitations  in  existing  research  involves  measurement  of  firm 
performance.  While  multiple  measures  of  acquisition  effectiveness  have  consistently  been 
encouraged  (Hoskisson  and  Hitt,  1990;  Lubatkin,  1983)  to  allow  cumulating  of  research 
across  disciplines  (Ramanujam  and  Varadarajan,  1989)  and  to  understand  differences  in 
aceounting  and  stock  market  measures  (Hoskisson,  et  al.,  1993),  the  majority  of  reviewed 
studies  focused  on  only  one  type  of  performance  measure.  For  example,  of  the  26  studies 
summarized  in  Table  1,  only  five  used  both  stock  market  and  accounting  measures,  while  ten 
studies  used  just  stock  market  measures,  six  used  only  accounting  based  measures,  and  five 
used  other  measures.  Stock  market  and  accounting  measures  are  complementary  in  that  stock 
performance  represents  ex  ante  expectations,  while  accounting  based  performance  represents 
ex  post  measures  of  performance  (Anand  and  Singh,  1997).  Individually,  stock  and 
accounting  measures  each  have  limitations. 

In  the  case  of  stock  market  measures,  most  literature  looking  at  post-acquisition 
performance  of  firms  has  employed  the  Capital  Asset  Pricing  Model  (CAPM)  methodology 
(Shower,  1997).  In  the  present  review,  six  of  the  fifteen  studies  using  stock  measures  were 
identified  as  employing  CAPM.  There  are  recognized  limitations  to  using  CAPM  in  regard  to 
acquisition  studies  in  that  acquiring  firms  must  be  relatively  inactive  in  the  acquisition  market 
to  avoid  confounding  affects.  Avoiding  confounding  events  is  a  critical  assumption  of  CAPM 
that  is  more  difficult  to  justify  the  longer  the  event  window  considered  in  cases  like 
acquisitions  where  information  is  revealed  over  time  (Williams  and  Siegel,  1997).  Although 
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the  study  is  not  vinique  in  this  respect,  Lubatkin  (1987)  used  an  event  window  of  over  68 
months  without  justifying  the  length  of  the  window  or  checking  for  confounding  returns 
(Williams  and  Siegel,  1997).  One  problem  is  that  none  of  the  identified  studies  used  event 
windows  even  approximately  close  to  one  another,  which  limits  generalizability  and 
comparison  of  findings.  Finally,  the  application  of  CAPM  in  management  research  has  been 
criticized  due  to  practical  and  theoretical  issues  (Chatterjee,  et  al,  1999).  For  example,  if 
synergy  is  possible,  it  may  not  be  recognized  by  stock  market  measures  because  of 
information  asymmetries  (Hitt,  et  al,  1998). 

In  the  case  of  accounting  measures,  four  of  the  ten  studies  employing  an  accounting 
based  measure  used  Return  on  Assets  (ROA).  Even  though  literature  has  consistently 
identified  ROA  as  a  poor  measure  of  acquisition  performance,  because  it  is  impacted  the 
method  of  accounting  for  an  acquisition  (Lipton,  1982;  Sirower,  1997),  studies  continued  to 
use  ROA  as  measure.  None  of  the  four  studies  using  ROA  controlled  for  the  method  of 
accounting  for  an  acquisition,  and  only  four  of  the  26  studies  reviewed  controlled  for 
accounting  method,  even  though  it  has  been  shown  to  impact  firm  performance  measures 
(Ravenscraft  and  Scherer,  1987).  Historically,  there  have  been  two  methods  of  accounting  for 
an  acquisition  either  pooling  of  interests  or  purchase.* 

Under  pooling  of  interests,  assets  of  an  acquired  firm  are  recorded  at  their  pre-merger 
book  value  and  the  difference  in  amount  paid  for  a  firm  is  either  debited  or  credited  to 
acquirer’s  stockholders  equity  account  (Ravenscraft  and  Scherer,  1987).  Normally,  pooling 
of  interests  is  used  when  a  company  is  acquired  with  stock.  Additionally,  pooling  of  interest 
accounting  is  significantly  associated  with  higher  acquisition  premiums  (Ravenscraft  and 

‘  The  Financial  Accounting  Standards  Board  eliminated  pooling  of  interests  accounting  and  modified  recording 
of  goodwill  with  purchase  accounting  for  all  acquisitions  completed  after  July  1,  2001  (Weil,  2001). 
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Scherer,  1987)  and  the  premium  paid  for  a  target  firm  may  impact  post-acquisition 
performance  (Hayward  and  Hambrick,  1997;  Sirower,  1997).  Pooling  accounting  can  affect  a 
firm’s  price  to  earnings  (PE)  ratio,  because  an  increase  in  the  number  of  a  firm’s  shares  will 
tend  to  lower  its  earnings  per  share.  This  could  increase  a  firm’s  stock  price,  if  investors  bid 
up  the  price  to  reflect  the  pre-merger  PE  ratio.  Additionally,  a  post-merger  firm’s  stock  price 
may  not  reflect  cash  flows  from  multiple  businesses  with  different  growth  rates,  because  the 
target  is  absorbed  into  the  acquirer  and  operating  results  are  reported  for  the  combined  firm. 
This  could  decrease  a  firm’s  stock  price,  since  earnings  are  not  broken  out  by  business 
segment.  These  potentially  contradictory  impacts  of  pooling  of  interests  suggest  the  potential 
impact  on  stock  market  measures  of  performance  for  this  accounting  method  could  be  a  wash. 

However,  with  purchase  accounting  the  impact  is  not  as  benign.  Under  purchase 
accounting,  acquired  assets  are  entered  at  the  effective  price  paid  (Ravenscraft  and  Scherer, 
1987).  Normally,  purchase  accounting  is  used  when  a  company  is  acquired  with  cash,  debt, 
or  a  combination  of  cash  and  debt.  The  majority  of  acquisitions  use  purchase  accounting  and 
cash  was  used  to  pay  for  the  majority  of  acquisitions  between  1986  and  1997  (Hitt,  et  al, 
2001:  32).  When  a  premium  is  paid  under  purchase  accounting,  the  assets  are  either  “stepped 
up”  relative  to  their  pre-merger  values  or  an  addition  is  made  to  the  acquirer’s  “goodwill” 
asset  account.  Purchase  accounting  may  decrease  acquiring  firm  performance,  when  asset 
based  measures  are  used.  For  example,  ROA  will  decrease,  if  a  premium  was  paid  for  a  target 
firm,  because  goodwill  increases  an  acquirer’s  assets,  or  the  denominator  in  ROA. 
IMPLICATIONS  FOR  FUTURE  RESEARCH 

Currently,  our  ability  to  predict  post-acquisition  performance  is  limited.  Some  of  the  factors 
identified  from  existing  research  and  summarized  in  Table  3  may  be  important  antecedents. 
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More  studies  need  to  focus  on  developing  more  robust  theory  for  the  motivations  of 
acquisition  and  empirical  prediction  of  post-acquisition  performance.  There  are  limitations 
displayed  by  existing  literature  that  may  contribute  to  the  equivocal  findings  observed  to  date. 
There  are  several  implications  for  future  research  on  post-acquisition  performance  that  are 
summarized  individually  below. 

1)  We  need  better  theoretical  frameworks  and  more  theory  driven  empirical  research. 
Even  though  current  research  shows  equivocal  results,  there  is  little  to  be  gained  in 
post-acquisition  research  that  simply  tests  whether  acquisitions  have  a  positive  or 
negative  impact  on  firm  performance.  Firms  have  used  and  continue  to  use 
acquisitions  as  a  strategic  tool.  Future  research  using  RBV  to  explore  synergy 
creation  strategies  and  identified  factors  that  may  lead  to  synergy  in  acquisitions 
presents  a  significant  opportunity  for  future  research. 

2)  Future  empirical  research  needs  to  carefully  consider  the  sample  selection,  including 
controlling  for  business  cycles,  industry,  and  regulatory  changes.  Future  studies  on 
acquisition  performance  needs  to  use  carefully  selected  samples  (Chatterjee,  1986)  to 
control  for  potential  confounding  effects.  Better  sample  selection  combined  with 
more  fully  reporting  of  sample  characteristics  will  help  establish  the  extent  that 
research  results  can  be  generalized  or  better  interpreted  in  the  face  of  inconsistent 
findings. 

3)  It  is  important  future  empirical  research  on  post-acquisition  performance  uses 
multiple  measures  of  performance.  Neither  stock  market  nor  accounting  measures 
alone  are  broad  enough  to  capture  different  strategic  considerations  for  an  acquisition, 
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and  using  them  together  can  help  identify  differences  in  accounting  and  stock  market 
measures  (Hoskisson,  etal,  1993). 

4)  Future  empirical  research  also  needs  to  control  for  the  method  of  accounting  for  an 
acquisition  and  avoid  using  ROA  as  a  performance  measure.  The  method  of 
accounting  directly  biases  ROA  and  may  have  indirect  effects  on  other  performance 
measures  (Ravenscraft  and  Scherer,  1987). 

5)  There  is  a  lack  of  research  on  factors  affecting  acquisition  performance,  particularly 
choice  variables  that  managers  control  during  the  acquisition  process  (Sirower, 

1997).  Future  research  needs  to  identify  strategic  factors  that  can  be  used  to  predict 
post-acquisition  performance.  The  present  review  suggests  several  independent 
variables  that  have  been  explored  in  multiple  studies  that  should  be  considered  by 
future  research. 

6)  Finally,  moderated  relationships  are  largely  unexplored  in  post-acquisition 
performance  research.  Future  research  on  post-acquisition  performance  needs  to 
consider  multiple  variables  and  their  potential  interactions  (Hoskisson  and  Hitt,  1990; 
Hitt,  et  al,  1998).  For  example,  only  one  of  the  26  reviewed  studies  Capron  (1999) 
explicitly  testing  for  interactions. 

CONCLUSIONS 

The  goal  of  this  study  is  building  a  common  base  for  future  research  on  post-acquisition 
performance  by  revievdng  existing.  Although  there  are  challenges  to  predicting  post¬ 
acquisition  performance  and  current  research  offers  equivocal  results,  progress  has  been 
made.  However,  the  sheer  number  and  dollar  value  of  acquisitions  demands  better  theoretical 
models  and  additional  empirical  research.  Further  advancing  our  understanding  of  post- 
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acquisition  performance  will  require  recognizing  the  challenges  and  opportunities  identified 
in  this  review. 


16 


REFERENCES 


Agrawal,  A.,  Jaffe,  JF,  Mandelker,  GN.  1992.  The  post-merger  performance  of  acquiring 
firms:  A  re-examination  of  an  anomaly,  Journal  of  Finance,  47: 1605-1621 . 

Ahuja,  G,  Katila,  R.  2001.  Technological  acquisitions  and  the  innovation  performance  of 
acquiring  firm:  A  longitudinal  study,  Strategic  Management  Journal,  22:  197-220. 

Anand,  J.,  Singh,  H.  1997.  Asset  redeployment,  acquisitions  and  corporate  strategy  in 
declining  industries.  Strategic  Management  Journal,  18(S1):  99-118. 

Barney,  J.  1991.  Firm  resources  and  sustained  competitive  advantage.  Journal  of 
Management,  17(1):  99-120. 

Bresman,  H.,  Birkinshaw,  J.,  Nobel,  R.  1999.  Knowledge  transfer  in  international 
acquisitions.  Journal  of  International  Business  Studies,  30(3):  439-462. 

Brown,  SL,  Eisenhardt,  KM.  1998.  Competing  on  the  edge:  Strategy  as  structured  chaos. 
Harvard  Business  School  Press:  Boston,  MA. 

Bruton,  GD,  Oviatt,  BM,  White,  MA.  1994.  Performance  of  acquisitions  of  distressed  firms. 
Academy  of  Management  Journal,  37(4):  972-989. 

Burgelman,  RA.  1983.  Corporate  Entrepreneurship  and  strategic  management:  insights  from  a 
process  study.  Management  Science,  29(12):  1349-1364. 

Capron,  L.  1999.  The  Long-term  performance  of  horizontal  acquisitions.  Strategic 
Management  Journal,  20:  987-1018. 

Chatteijee,  S.  1986.  Types  of  synergy  and  economic  value:  The  impact  of  acquisitions  on 
merging  and  rival  firms.  Strategic  Management  Journal,  7:  119-139. 

Chattergee,  S,  Lubatkin,  M.  1990.  Corporate  mergers,  stockholder  diversification,  and 
changes  in  systematic  risk.  Strategic  Management  Journal,  11:  255-268. 

Chatterjee,  S,  Lubatkin,  MH,  Schulze,  WS.  1999.  Toward  a  strategic  theory  of  risk  premium: 
Moving  beyond  CAPM,  Academy  of  Management  Review,  24(3):  556-567. 

Cohen,  WM,  Levinthal  DA.  1989.  Innovation  and  learning:  The  two  faces  of  R&D,  The 
Economic  Journal,  99:  569-596. 

Cohen,  WM,  Levinthal,  DA.  1990.  Absorptive  capacity:  A  new  perspective  on  learning  and 
innovation.  Administrative  Science  Quarterly,  35:  128-152. 


17 


Cooper,  AC.  1993.  Challenges  in  predicting  new  firm  performance,  Journal  of  Business 
Venturing,  8:  241-253. 

D’Aveni,  RA.  1994.  Hypercompetition:  Managing  the  dynamics  of  strategic  maneuvering. 

The  Free  Press:  New  York. 

Daily,  CM,  McDougall,  PM,  Covin,  JG,  Dalton,  DR.  (in  press)  Governance  and  strategic 
leadership  in  entrepreneurial  firms.  Journal  of  Management. 

Datta,  DK.,  Pinches,  GP,  Narayanan,  VK.  1992.  Factors  influencing  wealth  creation  from 

mergers  and  acquisitions:  A  meta-analysis.  Strategic  Management  Journal,  13:  67-84. 

Donaldson,  G.  1990.  Voluntary  restructuring:  The  case  of  General  Mills,  Journal  of  Financial 
Economics,  27:  117-141. 

Eisenhardt,  K.,  Martin  JA.  2000.  Dynamic  capabilities:  What  are  they?  Strategic  Management 
Journal,  21:  1105-1121. 

Finkelstein,  S.  1997.  Interindustry  merger  patterns  and  resource  dependence:  A  replication 
and  extension  of  Pfeffer  (1972),  Strategic  Management  Journal,  18:  787-810. 

Fowler,  KL,  Schmidt,  DR.  1989.  Determinants  of  tender  offer  post-acquisition  financial 
peviormancQ,  Strategic  Management  Journal,  10:  339-350. 

Gerpott,  TJ.  1995.  Successful  Integration  of  R&D  functions  after  acquisitions:  an  exploratory 
study,  R&D  Management,  25(2):  161-178. 

Goodman,  RA,  Lawless,  MW.  1994.  Technology  and  Strategy:  Conceptual  Models  and 
Diagnostics.  Oxford  University  Press:  New  York. 

Haleblian,  J,  Finkelstein,  S.  1999.  The  influence  of  organizational  acquisition  experience  on 
acquisition  performance:  A  behavioral  learning  perspective.  Administrative  Science 
Quarterly,  44(1):  29-56. 

Haspeslagh,  PC,  Jemison,  DB.  1991.  Managing  acquisitions:  Creating  value  through 
corporate  renewal.  The  Free  Press:  New  York. 

Hayward,  MLA,  Hambrick,  DC.  1997.  Explaining  the  premiums  paid  for  large  acquisitions: 
Evidence  of  CEO  hubris.  Administrative  Science  Quarterly,  42:  103-127. 

Healy,  PM,  Palepu,  KG,  Ruback,  RS.  1992.  Does  corporate  performance  improve  after 
mergers?  Journal  of  Financial  Economics,  31:  135-175. 

Hitt,  MA,  Hoskisson,  RE,  Ireland,  RD.  1990.  Mergers  and  Acquisitions  and  Managerial 

commitment  to  innovation  in  M-form  Firms,  Strategic  Management  Journal,  11:  29- 
47. 


18 


Hitt,  MA,  Hoskisson,  RE,  Ireland,  RD,  Harrison,  JS.  1991.  Effects  of  acquisitions  on  R&D 
inputs  and  outputs.  Academy  of  Management  Journal,  34(3):  693-706. 

Hitt,  MA,  Hoskisson,  RE,  Johnson,  RA,  Moesel,  DD.  1996.  The  market  for  corporate  control 
and  firm  innovation.  Academy  of  Management  Journal,  39(5):  1084-1 1 19. 

Hitt,  M,  Harrison,  J,  Ireland,  RD,  Best,  A.  1998.  Attributes  of  successful  and  unsuccessful 
acquisition  of  U.S.  firms,  British  Journal  of  Management,  9:  91-1 14. 

Hitt,  MA,  Harrison,  JS,  Ireland,  RD.  2001.  Mergers  and  acquisitions:  A  guide  to  creating 
value  for  stakeholders.  Oxford  University  Press:  Oxford,  UK 

Hoskisson,  RE,  Hitt,  MA.  1990.  Antecedents  and  performance  outcomes  of  diversification:  A 
review  and  critique  of  theoretical  perspectives.  Journal  of  Management,  16(2):  461- 
509. 

Hoskisson,  RE,  Hitt,  MA,  Johnson,  RA,  Moesel,  DD.  1993.  Construct  validity  of  an  objective 
(entropy)  categorical  measure  of  diversification  strategy,  Strategic  Management 
Journal,  14:  215-235. 

Jensen,  MC.  1993.  The  modem  industrial  revolution,  exit,  and  the  failure  of  internal  control 
systems.  Journal  of  Finance,  48(3):  831-880. 

Jensen,  MC,  Ruback,  R.  1983.  The  market  for  corporate  control:  The  scientific  evidence. 
Journal  of  Financial  Economics,  11:  5-50. 

Jones,  GK,  Lanctot,  A,  Teegen,  HJ.  2000.  Determinants  and  performance  impacts  of  external 
technology  acquisition.  Journal  of  Business  Venturing,  16;  255-283. 

Kambil,  A.  2000.  Fast  venturing:  The  quick  way  to  start  web  businesses,  Sloan  Management 
Review,  41(4):  55-68. 

Kaplan,  SN,  Weisbach  MS.  1992.  The  success  of  acquisitions:  Evidence  from  divestitures. 
Journal  of  Finance,  57: 107-138. 

Kusewitt,  JB.  1985.  An  exploratory  study  of  strategic  acquisition  factors  relating  to 
Tperformmce,  Strategic  Management  Journal,  6:  151-169. 

Lipin,  S.  2001.  The  outlook:  Is  merger  psychology  counterintuitive?  Wall  Street  Journal.  18 
June,  p.  Al. 

Lipton,  SL.  1982.  High  Technology  Acquisition,  Merger.?  &  Acquisition,  17(3):  30-39. 

Lubatkin,  M.  1983.  Mergers  and  the  performance  of  the  acquiring  firm,  Academy  of 
Management  Review,  8(2):  218-225. 


19 


Lubatkin,  M.  1987.  Merger  strategies  and  stockholder  value,  Strategic  Management  Journal, 
8:  39-53. 


Lubatkin,  MH,  Lane,  PJ.  1996.  Psst...The  merger  mavens  still  have  it  wrong!  Academy  of 
Management  Executive,  10(1):  21-38. 

Mahoney,  JT,  Pandian,  R.  1992.  The  resource-based  view  within  the  conversation  of  strategic 
management.  Strategic  Management  Journal,  13:  363-380. 

McClave,  JT,  Benson,  PG.  1994.  Statistics  for  business  and  economics,  6th  ed.  Macmillan 
College  Publishing:  New  York. 

Montgomery,  CA,  Hariharan,  S.  1991.  Diversified  expansion  by  large  established  firms. 
Journal  of  Economic  Behavior  and  Organization,  15:  71-89. 

Olson,  PD.  1990.  Choices  for  Innovation-minded  corporations.  The  Journal  of  Business 
Strategy,  11(1):  42-47. 

Pablo,  AL.  1994.  Determinants  of  acquisition  integration  level:  A  decision-making 
perspective.  Academy  of  Management  Journal,  37(4):  803-838. 

Palich,  LE,  Cardinal,  LB,  Miller,  CC.  2000.  Curvilinearity  in  the  diversification-performance 
linkage:  An  examination  of  over  three  decades  of  research.  Strategic  Management 
Journal, 21:  155-174. 

Penrose,  E.  1959.  The  theory  of  the  growth  of  the  firm.  Oxford  University  Press:  Oxford,  UK. 

Peteraf,  MA.  1993.  The  cornerstones  of  competitive  advantage:  A  resource-based 
TperspQctive,  Strategic  Management  Journal,  14:  179-191. 

Porter,  ME.  1980.  Competitive  Strategy:  Techniques  for  analyzing  industries  and  competitors. 
The  Free  Press:  New  York. 

Porter,  ME.  1985.  Competitive  Advantage:  Creating  and  Sustaining  Superior  Performance. 
The  Free  Press:  New  York. 

Priem,  RL,  Butler  JE.  2001.  Is  the  resource-based  ‘view’  a  useful  perspective  for  strategic 
management  research?  Academy  of  Management  Review,  26(1):  22-40. 

Ramanujam,  V,  Varadarajan,  P.  1989.  Research  on  corporate  diversification:  A  synthesis. 
Strategic  Management  Journal,  10:  510-551. 

Ramaswamy,  K.  1997.  The  performance  impact  of  strategic  similarity  in  horizontal  mergers: 
Evidence  from  the  U.S.  banking  industry.  Academy  of  Management  Journal,  40(3): 
697-716. 


20 


Ravenscraft,  DJ,  Scherer,  FM.  1987.  Mergers,  Sell-Offs,  and  Economic  Efficiency.  The 
Brookings  Institution:  Washington,  DC. 

Roberts,  EB,  Berry,  CA.  1985.  Entering  new  businesses:  Selecting  strategies  for  success, 
Sloan  Management  Review,  27:  3-17. 

Rumelt,  RP.  1974.  Strategy,  structure,  and  economic  performance.  Harvard  Business  School: 
Boston  MA. 

Rumelt,  RP.  1982.  Diversification  strategy  and  profitability.  Strategic  Management  Journal, 
3:  359-369. 

Rumelt,  RP.  1991 .  How  much  does  industry  matter?  Strategic  Management  Journal,  12:  167- 
185. 

Schmalensee,  R.  1985.  Do  markets  differ  much?  American  Economic  Review,  75:  341-351. 

Sharma,  A,  Kesner,  I.  1996.  Diversifying  entry:  Some  ex  ante  explanations  for  postentry 
survival  and  growth.  Academy  of  Management  Journal,  39(3):  635-677. 

Sirower,  ML.  1997.  The  synergy  trap:  How  companies  lose  the  acquisition  game.  The  Free 
Press:  New  York. 

Singh,  H,  Montgomery,  CA.  1987.  Corporate  acquisition  strategies  and  economic 
performance.  Strategic  Management  Journal,  8:  377-386. 

Stringer,  R.  2000.  How  to  manage  radical  innovation,  California  Management  Review,  42(4): 
70-89. 


Teece,  DJ.  1982.  Towards  an  economic  theory  of  the  multiproduct  firm.  Journal  of  Economic 
Behavior  and  Organization,  3:  39-63. 

Teece,  DJ.  1986.  Profiting  from  technological  innovation:  Implications  for  integration, 
collaboration,  licensing  and  public  policy.  Research  Policy,  15:  285-305. 

Teece,  DJ.  2000.  Managing  intellectual  capital:  Organizational,  strategic,  and  policy 
dimensions.  Oxford  University  Press:  Oxford,  UK. 

Tidd,  J,  Trewhella,  MJ.  1997.  Organizational  and  technological  antecedents  for  knowledge 
acquisition  and  learning,  R&D  Management,  27(4):  359-375. 

Vermeulen,  F,  Barkema,  H.  2001 .  Learning  through  acquisitions.  Academy  of  Management 
Journal,  44(3):  457-476. 

Wall  Street  Journal.  2000.  Deals  and  deal  makers:  Mergers  snapshot  /  record  pace.  Wall  Street 
Journal:  31  October,  p.  C20. 


21 


Wall  Street  Journal.  2001.  Deals  and  deal  makers:  Mergers  snapshot  /  world-wide  slowdown, 
Wall  Street  Journal'.  18  July,  p.  C14. 

Weil,  J.  2001 .  Goodwill  hunting:  Accounting  change  may  lift  profits,  but  stock  prices  may  not 
follow  suit.  Wall  Street  Journal,  25  January,  p.  Cl. 

Wemerfelt,  B.  1984.  A  resource-based  view  of  the  firm,  Strategic  Management  Journal,  5: 
171-180. 

Williams,  A,  Siegel,  D.  1997.  Event  studies  in  management  research:  Theoretical  and 
empirical  issues.  Academy  of  Management  Journal,  40(3):  626-651. 

Williamson,  OE.  1975.  Markets  and  hierarchies:  Analysis  and  antitrust  implications.  The 
Free  Press:  New  York. 


\ 


22 


Table  1.  Summary  of  Empirical  Research  on  Post-Acquisition  Performance  in  Chronological  Order 
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Table  2.  Summary  of  Conclusions  on  Acquisitions  and  Firm  Performance 


_ - _ - — - 

Performance  Measure 

Increased 

Performance 

No  Impact  or  Decreased 
Performance 

•  Stock  market 

4 

6 

•  Accounting 

1 

2 

1 

•  Both  Stock  market  and 

2 

Accounting 
•  Other 

1 

3 

Total  “ 

8 

12 

“  Not  significantly  different  based  on  Chi  square  comparison  (p  =  .371) 
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Table  3.  Common  Research  Post-acquisition  Performance  Research  Variables 


Variable 

Number  of  Studies  Using  Variable 

•  Diversification,  any  measure 

21 

•  Firm  size  or  Relative  size 

14 

•  Acquisition  Experience 

5 

•  Target  Firm  Performance 

5 

•  Hostile  or  Friendly  acquisition 

4 

•  R&D  expenditures 

4 

•  Accounting  method 

4 
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